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,‘i ,1 ,. ,, ,’ 

I! c. Des r F1r. Clia i 1-111~ n : 

On March 5, 1973, you requested an evaluation and update of a 
statistical tabl~in~_U,.S,,netex_c.ha~S~for ~&ILL .--.c_ <.C._>..a% Axxh 
I~~~~~~,.~~g.~~~~~~~~~~:~~,(.~~~~). You a Is.0 asked for our judge- 
merit of certain efftscts of the 1971 and 1973 dollar devaluations on 
U.S. costs in NATO and foreign military purchases. In May 1973, your 
staff rc~qut~sted us LO also include comments on the Department of 

/ Defcnsc: curnputation of the net balance of payments costs in NATO. y 

The following information is provided in response to your request. 

NET FOREIGN EXCHANGE G’I’ATISTICS 

The enclosed tables (tables 1, 2, and 3) update the 1971 estimated 
data you provided us on ~~~~~~~~~~~~~~a~-,~~~~sociated~~h -.-.i_%a.i.‘.‘u. 

These tables also contain dollar outlays and 
foreign military purchases that were omitted from the information you 
gave us. 

The tables reflect a net foreign exchange cost as follows: 

Cd lendar Year Cost (millions) 

1970 $ 1,096.B 
2971 $ 1,014.S 
1972 $ 1,701.g 

Information provided by the Ilepartmcnt of Commerce was used to 
construct the enclosed tables. WC: were advised by L‘crrroerci~ officials 
that this information is reportcmd cluartc!r-ly to ;hc: Department of 
Cvmmercc by the DttparLmcnt of Dnfc.nsca (Ix,U), :‘r~d illat figurr:s for the 
last quarter uf 1972 art! prr:lirni.llzlry at 111‘ ~l~~l-r*l~ Ic7’1. 



wiLh ‘.tlt’ IJ.csW cbt C‘ill’i t.:tl f5A~I!\t’IltS. Foreign mi Li-ta-r-y-yrr&ases generally 
;frt~ 1k.11; paid Cklr ilnti.1 dt,livory occurs., sometimes years later. The 
I;r.dl. r-a 1 Ktnpubli c of ~:t~rm.~ny, however, does finance some of its military 

t I’lJL Llli( .,t’h irorn Lll, !III~ 1 (,cl St.ates with Lunds tilready on advance deposit 
wi Lh the 1:.5. Trt.;tsury. 

‘t11e e:;!.imat.L!s cc,nt:ained in the table you provided indicated that 
a mou n t. :, elf militu t’y o.tL:,c:t purchases (not deliveries) were used for its 
statistics, and also the table did not include data on certain other 
Europcla 11 areas . 

Actual. delivttry figurtss as used in the enclosed tables would, in 
o;lr view, present a mar? accurate net exchange outlay. In addition, our 
updated tables contailr kita on the Azores, and the countries of Austria, 
Yugoslavia and Swc~den, SiI,Cl! U.S. expenditures were made in those countries 
in connection with ou:- present forces in Europe, and each of them also 
ptirchi3srd rni li IL:I zy qui pment from the United States, 

DOD otficials have stated that the net adverse balance of payments 
costs in NA’CO for bot11 fiscal year 1972 and 1973 totallcd $400 million 
as comparrd to the: over $1 b-i Ilion net U.S. foreign exchange costs you 
provldcsd IIS for cal.t>ndar year 1971. Notwithstanding the base period 
diffcr-cn-e (fiscal vs. calendar years), the significant difference is 
that DOD considered other items as additional offsets to expenditures 
that. COlild flavrj an impact as iar as the U.S. balance of payments deficit 
is concerned. ‘The fol lowing schedule shows how DOD arrived at the 
$400 million not adverse balance: 

A. 

B. 

C. 

D. 

E. 
F. 

r 1. 

(Billion) (Billion) 

$4.5 

$1.5 

5 . 

. 9 

.I 

. 5 
4.1 

jLL$ 



Wt? 11ave prt~p,~r~~d our schedules in a manner consistent with the infor- 
rn.atiot~ ylju pruvi dt>d, alld believe that the additional offsets considered by 
LK)U to arrive at th(., $;WO mi 1 lion net deficit are questionable. Moreover, 
a:.; reactant ly poi ntt,d clut on the floor of the Senate (congressional record - 
.JLrntl I<, 19731 , Lx)11 II,I.; sLatcd a $1.5 billion annual adverse balance of 
paymtsnts cost i n NA’i’U, as compared with a $400 mi LlicJn deficit previously 
c:ittbd for a L-.yc,ar period. 

For an explanation of thtt offset items previously cited by DOD we 
are cnclnsing notes to a DOD data sheet which was prepared to describe 
t hem. As indicated, we believe the use of some items for offset is 
quest iona bit, . Our analysis of these follows. 

Cash r<:cflipts from NATO military purchases 
ill ttlr: llnited Statt‘s under DOD auspices -I--- 

M)L, intlicabcd that actual cash receipts were not used for this 
am~ni- and C~;~L tile amr)unt of the current offset agreement with Germany 
fur mi 1 i id ~7' ptirchases represents most of this offset. The remaining 
p~u~.-Liotl of 1.1112 ~ii-,~ at. is c~~mpriscd of cash receipts from other NATO allies 
with tht: fiscal yea I- 1973 amount based on an assumption that the level 
will bt? the sarucb ;IS fiscal year 1972. 

Germany finances about $.5 billion of its agreed purchases with 
funds already dcaposited in the United States, and the timing of the 
actual balance of payments impact of the deposit appears questionable. 
Wt: btllicvt: dclivcries or actual cash receipts are more accurate measures 
of balance of paytat:nts impact. 

Cash receipts from NATO -- 
commerciai mi litany purchases -- 

About 60 percent of this DOD offset, $300 million, represents 
Germany’s scllcdulcd commercial purchases and the remainder includes 
commercia 1 purch,j :;t?s of other NATO countries. DOD assumes it has 
cxg:rciscad a dtilmonstrable influence resulting in these other commercial 
exports. Howcve 1‘) it is possible thot a significant amount. of these 
purchases would b<s made regardless of DOD influence overseas. For 
example, France continued to purchase mi Litclly i tlms from U.S. manu- 
facturcrs without substantial U.S. dcf(an:;t8 I’xlJt.rld-i tl~rt’.; there. 



(, ,, t li, 1’ ‘. 

WI1 cl 1 ,Sb I CI~LI-I\NI~~,T IIIC? 20 percent fcaedbaclc to all other U.S. military 
t~xpc~ndj ti~res i 11 lL4Y 0 J:I.II <ipC o ND officials could not provide any further 
doc~imt~n~ c:tl bn ,>i 5 I-OL- t t\e fecadback offst:t. 

;\n ac1t.llorit.q 011 i 111.crnational economics, whj le testifyj ng before 
cong1-1’.-;!;) vicpt-tlsi,t d l-tit: opinion that U.S. defense expenditures create a 
consc~quc~nt ~~.t*dt~,-~cak c:Eft:{‘t on underdeveloped artjns but he said this is 
nut. t ~-iii’ fr: r df. \.; I nptsd 2 rc~il s . 

WC aI:;o (Iu<:siion t.hc.8 basis for this offset item, its appiicabi lity 
for dcavtl lopt’d I;urui)~-an countries, and while some degree of feedback may 
be rctCJ li zcd, WC cl~, nclt bc!lieve the underlying assumptions justify claiming 
a ZU pt~rcent ret urn. 

Purch,.ls(: c>f 11 .S . s’;~t!t’i Lies --.A.-- ---_-_-..- . -_- --_- &Germany 

.‘: I t hougll IMLI rt c.(I~:I~IzL’~ that securities must also be repaid, IKID 
has III~L i ire> i \~&~tl Ll :, .III .tdcied expenditure about $635 million of securities 
rr:dt:t,ll,c.:d 1,~ IJC i :ILI ti>~ cl~r t-I 11s ~11~ same period. DID officials indicated that 
c>nly t11~’ Ei :;(:;I 1 yt’:i I: I’! 7 2- 1973 German offset agreement terms were 
considc rt~d I-t-ga rcli ng 1 h<! purchased securities and that redemption of 
previous I y purcha sccl :;t:curities was not considered. 

‘ll,t‘ i n(:lilsj on of I hr: purchase of securities as nn offset when 
excluding tile ~-t>cie mk)Ljc)il c~i sccuritics gives a mi slcading picture of 
the t rue Lx1 1.3 IKl OI’ 1):1yrr~~n~s impact for the period indicated. We 
be1 ievc t tlrl rt~clompt.ion cixpensc should be set againsl the! purchase off- 
sc:t to ar-rive- a1 a %air balance of payments impact. 

Barter c::(ll_ort offsc~t-s --- - --_.--..-. 

‘file term ‘:barrTer” is a misnomer for this program as actual barter 
of commuditic!s is no J.ongclr done. WD feels justified in using this 
uffsct since it ha$: th(, largest level. of expendj t.ures overst’as and there- 
fore WOUld be lht, 11X)!,‘. logical 3g’nCy gi,Virlf; inCt’IltiVtd to tklc’ prugranl. 
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i?hl: t~ncl~s~d t..nblc for 1971 net exchange outlays shows about a 
$265 mi llic~n lowrlr total outlay than in the estimated table which you 
p rr3Sri dcd . In our vitsw t-his difference is accounted for because the 
t.ablt*: 

--contained estimated statistics, 

--omitted data on certain European countries, and 

--used an offscbt purchase figure for Germany which was about 
$144 million less than actual deliveries shown on Department 
uf Commc~rct~ rtacords. 

In ordt‘r to present a trend analysis for all 3 years, we have 
i ncorporatcod t’ach foreign exchange category into one table (table 41, 
l’hi s tnhlc ~how’s t 11;) t the U.S. foreign exchange expenditures have 
cunsidt~rably inc:rcast:d in the ma jori1.y of the countries. Against 
this is offset the cost of foreign purchases of U.S. military equip- 
ment deliveries. That tota 1 figure, largely due to German purchases, 
increased in 1971, but. in most cases the figures decreased individually 
by country in 1972 and substantially decreased in total, 

The table reflects a net U.S. exchange cost increase in almost 
every country to the total 1972 level of about $1.7 billion. 

DEVALUATION IMPACT ON U,S. 
PARTlCIPATION IN NATO 

AR a result of the 1971 and 1973 devaluations of the dollar, DOD 
costs for programs in NATO countries have increased. 

EOD assembled data concerning the worldwide budgetary impact of 
these dc~valuations in tc~rms of the added costs of purchasing foreign 
currencicls with U.S. dollars. This inform:1tirtn indicotcs the fullowing 
M)D major lcsscs on the duller devaluations: 

‘TO t R 1 s FY 197:’ FY I‘)73 FY 1974 ---.___- _..I .-- 
tll:i t 1 ir'i;;k) 

1971 dcsvaluation 

1973 dcva Lust icjri 327. ‘I ( ’ ?I,il 212.7 -_--- ,._._, .” ,._ 



Of t II<’ tota 1 war-lrlwid~~ budgl~L;l ry impact shown above, approximately 
$ll(J.l mi llic)n 1.. + st.imntcd by WD to be r.‘t!lated to revaluation of the 
Jap3nc>s~, yin c:ul:rtanci cs Ciiicludi ng Okinawa). Also, about $60 million 
is rlssuciCltcbd wi 1-h UOU p~bLrolct~ru, oi 1, and lubricant procurement over- 
seas, about 11n If. elf which is estimated to bt, purchased in Europe. 

Using the LUD t:stintaLc!s to summari zc t-he total impact on U.S. 
parLicipation in NAI’U, n rough calculation would indicate a total 
devijluntion loss of about $600 million. 

DEVi\LLr,\l’ ION I MP,~C’l’ ON IT(JKEIC.N -.-- -_-. --- 
MIL,l’I’f\I:Y YUI~CH.\:XS ----____-- 

‘1 ht~ Foreign Pli li t;lry Sa 1~1s Act requi rc:.cJ forcig,n purchasc:rs of 
U.S. m.i Ii tnry (,(Iuipmcbnt to 1’;1y fc)r the equipment in U.S. dollars. 
AlSO, llii li t ;1 1.y :,, llcs contracts do not contain a devaluation clause. 
Tticrefort~, thc~ rtcctnt dL>valuations of the do1 lar in foreign currency 
markets, ~~rtitrul;lrly I::urupc:, dn not dirclctly impact on thch number of 
dollars paid for Il.::. defc:n:ct: articles and scrviccs . This means that 
DOD ;lcct:pts th(* s;jmt! dollar amount of cost value for military equip- 

ment and s~:rvicc!b c’vt~n though tht> dollar is dcvalucd in terms of the 
purchn si ilg country ’ b local currency. 

Bt>caust? of t.11~ dollar devaluation fureign currrlncies can be 
excha ng(zd for more! do1 la L‘S e ‘l’his can lead to greatc?r foreign purchases 
of goods f ram t11c United Sta tcs, 

We hope this iIlfurruat.ion wi 11 provide you with the background you 
requested. 

Encl c~surt3s - 2 
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FOREIGN EXCHANGE OUTLAYS ASSOCIXTED 
WITH U.S. FORCES IN ECROPE 

CALENDAR YEARS 1970-1971-1972 
(millions of dollars) 

U.S. Foreign Exchange 

1 
Expenditure Associated with 

U.S. Forces Stationed 
JT Euroce 

1971 

1,237.l 

251-3 

107.3 

50.1 

32.3 

36.0 

7.4 

65.9 

103.9 

I_ oi. i 

-I- 

I 

! 
I 
I 
I I ! 
i 
I = 

1472 

1,330.o 

315.7 

125.5 

51.7 

30.2 

43.7 

7.8 

63.9 

iL3.’ 

67.1 

2.16l.F 
----z 

t 

, 

! 
L - 

Foretgn Purchases of 
U.S. pi.1 itary Eqgiprzent 

(deliveries) 

1970 

193.9 

175.0 

48.5 

9.7 

8.6 

9.3 

28.7 

16. 7 

61.9 

33.4 

596.2 

-I- 

+ 

I 

j 

I 

1 

I-- 

l 
z 

1971 
- 

594.1 

lOLi.5 

60.5 

?I,6 

10.3 

1 -, 1 ii. 

13.7 

35.7 

64 . 7 

31.L 

939.6 
SF- 

1972 

2i3.1 

55.4 

35.7 

15.5 

11.4 

7.3 

j-5.3 

28.3 

64.3 

14.6 

L59.9 

T 
I 

Net C,S. Fareip;: 
Exchange Costs 

1970 

869.6 

50.5 

AS.5 

30.7 

20.1 

24.3 

g’(22.8, 

42.9 

25.7 

7.3 

1,096.E: 

J I j I 

I L - 

1971 

643.0 

146.8 

4 .8 

33.5 

22.0 

23.9 

(6.3! 

30.2 

39.2 

33.7 

1,014.e 

1972 

1,11?.9 

273.5 

89.8 

36.2 

18.E 

3i.4 

(7.5) 

35.6 

43.9 

51.5 

1,701-g 



Notes on Data Sheet Entitled, 
"Department of Defense - Balance of Payments Impact 

NATO - FYS 1972-1973" 

ENCLOSURE 2 

A. Total Gross DeDartment of Defense Expenditures - $4.5 billion - 
Gross U.S. Defense expenditures entering the balance of payments in NATO 
Europe in FY 1972 were approximately $2.1 billion and are currently 
estimated at somewhat less than $2.4 billion in FY 1973. Total for the 
two years taken together is $4.5 billion. 

B. Qsh Receipts from NAILPurchases in U.S. under DOD Ausoices - 
$1.5 billion - Includes $.9 billion under U.S. FRG offset arrangements 
and S.6 billion from other NATO countries. Under current U.S. FRG offset 
arrangements covering FY 1972-73, German military purchases are scheduled 
at about $1.2 billion. Of the $1.2 billion , approximately $.9 billion 
is assumed to be under DOD auspices and $.3 billion in receipts from 
purchases directly through U.S. commercial channels. Cash receipts from 
other NATO allies were $.3 billion in FY 1972 and are assumed to remain 
at that level in FY 1973. Our standard footnote on receipts is: 

Cash receipts data include (1) sales of military items through 
the U.S. Department of Defense; (2) sales of services and excess 
personal property ; and (3) receipts for military equipment pro- 
cured through private U.S. sources where covered by government- 
to-government agreements, e.g., with the Federal Republic of 
Germany. Excludes financial arrangements, e.g., sale and 
redemption of medium term U.S. securities with the FRG. 

C. Cash Receipts from NATO Military Purchases in U.S. (direct commercial) - 
$.5 billion - This $.5 billion includes $.3 billion direct commercial pur- 
chases by the FRG in the U.S. during FY 1972-73. An additional $.2 billion 
is assumed during FY 1972-73 ($.l billion per year) for commercial purchases 
by other NATO countries directly from U.S. suppliers. 

D. Increased U.S. Extorts from U.S. Expenditures in Eurooe - $.9 billion - 
Since about FY 1968 under U.S.-FRG offset arrangements, the FRG generally 
has been given credit for a 209, "feedback" effect. This assumes that the 
equivalent of 20% of U.S. military spending in the FRG returns to the U.S. 
in other accounts, i.e., serves to increase U.S. commercial exports. The 
$.9 billion reflects 202 of the gross expenditure estimate of $4.5 billion 
in NATO Europe. 

E. Purchase of U.S. Securities bv FRG - $.7 bill.ion - Current U.S. FRG 
offset arrangements include German purchases of U,.S. securities of more 
than $.6 billion, and in addition the equivalcxit of the interest on 
the loan is added as a separate offset entrv. 'Together, these are shown 
at $.7 billion. It is recognized that such .Io,~r-cr; must be repaid: this 
loan or credit is repayable afLer Lt.-l/2 year!: 



ENCLOSURE 2 

I;. Hurter E:,:ports Offsetting I1.S. Drzfense Expenditures Overseas - L-s- - 
&bi Ilion - 11,1D “rt1ceipt.s” ashoc --- iated with bart.clr exports reached 
dppt-[lximat c:ly S.9 bi I lion in FY 1972 and are assumed to remain at about 
that 1 t,vtJl iti I:‘i 1973. ~~bout $250 million each year is associated with 
L1.S. rl~(~uirc-mt~ni > irk NA’!‘(; Lu~ulw. B,Irter procedures work about as 
fts 1 1 l)iJV : I!oI) IliJt ifit,:; II,c l)c8partmc?nt of Agriculture it has requirements 
susceptible to bz1rtt?t- I ~~quirernunls; i.e., fresh milk procurements in 
Cc rman Y . Agricult iirt’ iiotifics U.S. barter brokc>rs of rcqui rements, 
st’l Is wh(ailt or <)t-her commodities authorized for disposal to U.S. barter 
broke-#I- of fcring lowest di spusal Fee; the broker se1 Is commodit.ies in 
aut:hori zrd locations orltside the II. S. , and the broker deposits the 
st ipulat-ed amount in special Doi) accounts, From these accounts DoD 
pays suppl i ers. DUD stands d Treasury check to Department of Agriculture 
in a liktl amount ccivcrijg the barter broker’s obligation. This procedure 
prevents addi tic)nal d1-,1 l,irs from entering the balance of payments. 

G. Net Adverse B: J.ance f ram I)oU NATO Actions - $,4 hi llion - 
Gross rclct:ipts less offsets. 

il. - Over211 FY 1972 U,S. Adverse Balance of Pavments from &Accounts - 
official Settlements - $22.0 billion - 
Source : Depclrtment of Commerce pub1 icat ion, Survev _ of Current Business, 
December 1972, page 41, line 42. 

~.iii~;l!(I:on~ptrollc?r 1 
“inrcll LX, 1973 




